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We can only build competitive innovation  
via improved organizational  

communications, data access  
and analysis.

hether you are a pessimist and expect the mortgage market to shrink 
by nearly half,  (http://www.reuters.com/article/2011/01/26/usa-

housing-mortgages-idUSN2613920620110126), or an optimist and anticipate 
an expansion (HSH.com - http://articles.moneycentral.msn.com/Banking/

HomeFinancing/8-keys-to-2011s-mortgage-market.aspx) to occur, there 
is nearly universal consensus amongst the mortgage professional 

community--  across all functions and organizations -- that business 
as usual must in fact, change.  

But how to innovate in an economic and regulatory 
environment that is still in flux, and within an industry 

where solution providers on the servicing side do not 
communicate and coordinate with organizations on 

the origination side, and whose organizations are 
structured around deeply ingrained silos and 

roles? This article proposes six strategies and 
some potential best practices for getting to 

this new and improved state of mortgage 
industry affairs.  Strategies and 

concepts that are not necessarily 
new to the mortgage community, 

when taken into context with  
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the explosion of innovation occurring 
now in Silicon Valley in the areas of 
cloud computing, virtualization and so-
cial networking, could provide insight 
into the development of an improved 
structure for doing business. Highly in-
ter-connected networks that cross func-
tions and share infrastructure are becom-
ing the norm and what that means for 
mortgage and mortgage service compa-
nies is the ability to easily access and 
share fine-grained information across the 
organization and between all the entities 
that touch a mortgage, and to do so in 
real-time. 

InstIll Consumer AdvoCACy

You need to treat the mortgage holder 
like you would someone with unsecured 
debt. The emergence of the Consumer 
Financial Protection Bureau, along with 
the continual flow of bad press being 
given to those in the industry for infrac-
tions and perceived immoralities large 
and small against the consumer, places 
increasing pressure on the largest tier of 
lenders to take a more proactive stance 
towards doing right by their customers. 
A common thread in consumer com-
plaints against mortgage lenders and 
servicers is the borrower’s inability to 
reach an empowered individual who is 
knowledgeable about their case, as well 
as perceived rudeness, disorganization 
and mistreatment towards the borrower 
when they do manage to reach someone 
to talk to. Now why is this?  Since the 
mortgage is secured by a valuable asset, 
the banks treat the borrower as a debt-
or rather than as a customer-that is, the 

bank is doing the borrower a favor as op-
posed to the credit card model in which 
the customer is continually served well 
and courted because the idea is to enable 
the consumer to continue to pay down 
the debt without defaulting, and to keep 
intact the bank’s positive relationship 
with the customer. Contrast this with the 
shoddy treatment of the mortgage bor-
rower trying to modify their loans and 
otherwise work with the banks and it’s 
no wonder that borrowers do not have a 
positive impression of their banks/ser-
vicers, much less feel enough loyalty to 
purchase other products that the financial 
institution may offer. 

How can the mortgage side achieve 
the same inroads as the credit card side? 
Create a centralized customer service 
center and model the representatives/
sales reps with the same empowerment 
that a credit card “specialist” at the call 
center has. Imagine this – it could even 
be one and the same system, with higher 
skilled representatives, with even private 
bankers on the other line depending on 
where a call in should be routed, the way 
airlines have dedicated lines for their 
elite frequent fliers.  

How to achieve this? Build a cloud 
platform that parallels the existing loan 
data warehouse, or use a cloud comput-
ing-based module to connect information 
and services to the loan servicer, and that 
also feeds back to the mortgage owner. 
In this way, you can get around legacy 
system technology issues and business 
silos by creating a new tool that can be 
used by any part of the organization or 
extended network of service providers. 

InCreAse ProduCt dIversIty

With most banks sticking to vanilla 
loans these days, and borrower credit 
scores only making small gains in the 
past year, the outlook on mortgage prod-
uct diversity is not positive. However, 
this is precisely the time to gain market 
share through offering unique products 
that others in the marketplace have been 
loathe to touch, and to work with special 
groups such as the underserved. Take 
for example Sterling Bank & Trust out 
of Michigan. Formerly one of five banks 
in the San Francisco Bay Area to offer 
Tenants-in-Common (TIC) fractional 
loans, they are now the only game in 
town and the rate of TIC sales has held 
steady. Banks can still offer variety while 
managing risk by not only having high-
er lending standards, but also by using 
predictive analytics to determine a bor-
rower’s ability and proclivity to repay. 
Again, looking at the credit card model, 
certain borrower populations, say the 
graduates of an Ivy League school for 
example, exhibit significantly lower de-
fault rates than the general population. 
This fact is taken into account by certain 
banks to offer them more favorable fea-
tures and rates. 

BroAden lendIng CrIterIA

There is already so much data in a loan 
file that the concept of increasing its 
complexity and volume would seem 
counterintuitive. However, new advanc-
es in systems integration with at least the 
largest lenders is making it possible to 
incorporate more data and analytics into 
the decisioning process. And this paves 
the way for the broadening of lending 
criteria with the purpose of approving 
more borrowers without unduly increas-
ing risk. 

sPend more on systems & servICes

Entrenchment of IT interests facilitated 
by the deep budgets of the past has cre-
ated a mentality where “build” is still 
considered a viable alternative, the ar-
gument being that the bank itself knows 
best what it needs, whereas outside sys-

tems require so much customization as 
to make them economically unfeasible. 
And concerns over the perceived loss 
of control with cloud systems, or the 
flawed belief that software as a service 
cannot be used for core operations has 
hampered receptiveness in the mortgage 
industry towards the new technologies 
that companies in other industries have 
already embraced. 

The not so well kept secret, how-
ever, is that current systems-whether 
outsourced or built in-house, are at or 
nearing the end of their useful life and 
any number of environmental factors-ad-
ditional legislation, etc. could cause a 
critical component of the system to come 
down. But regardless of whether build or 
buy is the better technological or busi-
ness solution in theory, the most practi-
cal solution when you are about to go off 
a cliff is the one that is proven to work 
and that can be implemented quickly. 
And there’s nothing, particularly at high 
volumes, that can be installed as fast as a 
software as a service system. The system 
is already built, tested and proven to be 
working well at banks large and small. 
Moreover, the level of skill and enter-
prise systems knowledge at the provider 
is likely as great, if not greater, than the 
collective knowledge and skill set of the 
banks internal staff, empowering the IT 
team to focus on strategic rather than 
troubleshooting issues.

As a corollary, banks have respond-
ed to higher regulatory demands and re-
quests for loan mods and other changes 
by hiring more people to respond man-
ually to emerging problems and work 
load because they do not have the un-
derlying flexibility in their hard-coded 
systems to enable fluid changes. And 
this move away from automation and 
uniform business practices increases the 
potential for case handling errors.

thInk lIke An Investor

Astoundingly, major banks are today still 
failing to weed out errors and are origi-
nating non-compliant loans. An internal 
review by Freddie Mac was reported by 

Bloomberg to find banks still selling 
mortgages that violate quality standards, 
with as much as a fifteen percent of the 
performing loans containing flaws such 
as missing appraisals or insurance docu-
ments or income miscalculations-signifi-
cantly higher than the acceptable rate for 
defects which is about 5 percent accord-
ing to Tim Rood, a former executive with 
Freddie’s sister agency, Fannie Mae, and 
now managing director at Washington-
based advisory firm Collingwood Group 
LLC. Obviously the awareness of the 
need for higher quality originations on 
top of increasing investor activism and 
pain of repurchase are collectively not 
enough to engender improvement. It is 
apparent that without the tools to inno-
vate-reforms in culture, leadership man-
dates, technological systems and busi-

ness processes-institutions are unable to 
pull themselves out of the mire. 

Operate your originations as you would 
from an investors point of view-with a fo-
cus on quality. And not only meeting new 
Loan Quality Initiative requirements, but 
exceeding them will further insure against 
repurchases by integrating more frequent 
data checks and more integrating third 
party checks. This can be done by creat-
ing an electronic exchange of services that 
keeps the costs of ingesting these services 
down while reducing risk. 

mAke QuAlIty A guIdIng PrInCIPle

Producing quality loans has a direct ef-
fect on the bottom line by lowering re-
purchase figures, yet quality is managed 
in silos across departments and service 
providers, with no guiding oversight or 
systemic employee-level repercussions 
for quality data files not produced. If it 
must act independently, mortgage opera-
tions should have a quality mission state-

ment that specifically defines what Qual-
ity means to the organization. Broker 
and other production personnel compen-
sation should be based on quality scores 
as well as volume produced. 

It is equally important to provide em-
ployees with the resources and knowl-
edge that they need to promote quality 
– this is where a centralized (as opposed 
to linear) electronic workflow and data 
repository system works well. Within the 
limits of their role, employees should be 
able to access borrower information for 
at least as long as they hold a loan with 
the organization. Even more remarkable 
would be the ability for financial institu-
tions to share information about the bor-
rower in certain cases. 

Underlying the above recommenda-
tions is the concept of maximizing the 

true valuation of an institutions mort-
gage operations.  What is the revenue 
output minus actual repurchases minus 
the legal and operational costs of review-
ing and negotiating each contested loan 
file, minus the cost of internal review and 
original production costs, minus poten-
tial liabilities in the form of systems that 
need to be replaced in the next 5 years on 
top of compliance violation fees? 

This article would argue that some 
of the banks with the greatest revenue 
and volume may actually have the low-
est valuations in terms of liabilities both 
disclosed and undisclosed, creating a 
scenario in which only those banks that 
innovate will thrive as their competitors 
struggle to survive. Consider: 

Mortgage repurchases skyrocketed 
from $7.34 billion in 2008 to 30.87 bil-
lion in 2009, according to Inside Mort-
gage Finance. 

The guesses on the bank private-label 
securities losses range from as low as $23 
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The not so well kept secret, however, is that 
current systems‑whether outsourced or built  
in‑house, are at or nearing the end of their  
useful life.
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billion to worst-case scenario estimates of 
$180 billion. “Big banks could ultimately 
lose $134 billion if mortgage securities 
are put back to them”, according to Com-
pass Point Research & Trading.

Total potential losses for the top 
tier banks according to Branch Hill and 
Compass Point LLC have ranged up to 
the double digit billions, which would 
wipe out a substantial amount of the 
banks’ capital.  

Emerging GSE and other investor 
agreements are causing analysts to lower 
their estimates on the stock prices of cer-
tain banks. 

Justin Vedder, the senior vice presi-
dent of risk management services at the 
insurance brokerage Arthur J. Gallagher 
& Co.:  In his observation, lenders are un-
able to rebut about one-third of the GSEs’ 

claims. Another third are ultimately fix-
able if the lender provides documentation, 
and the rest the parties can never agree on 
(source: American Banker)

As we approach the second quarter 
of 2011, the need for mortgage business 
innovation is only increasingly, with 
some organizations significantly more 

agile than the rest, independent of their 
current market share or organizational 
size. But rest assured, the sea changes 
that some organizations in the industry 
are enacting are well underway, and the 
mortgage landscape by the end of 2011 
will be vastly different from the one that 
exists today. ❖
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